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Mr. Bronner studied Accounting, Finance and Industrial 
Management at New York University and during his period 
of service with the Bridgeport Brass Co., he has worked his 
way up through the Accounting, Cost and Sales Departments 
to his present position of Assistant Treasurer and Budget 
Director. He is an active member of N.A.C.A., being the 
Past President of the Newark Chapter and a member of 
the National Research and Technical Committee. He is 
also a member of the Institute of Internal Auditors and 
National Industrial Conference Board. For two years he 
was an instructor in Accounting and Industrial Management 
in the evening classes at Newark College of Engineering. 
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Robert R. Cumming is Chief Accountant for Shwayder 
Bros. Incorporated, Denver Colorado. He has served the 
company as payroll and tabulatory supervisor and was 
formerly associated with the Social Security Board’s Ac- 
counting Operations’ Division and with their Control 
Division. 
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An Article Which Created Unusual Interest 


The article entitled “The Foreman’s Part in Cost Reduc- 
tion”, by A. M. Patience, published in the September issue of 
Cost and Management, struck a very responsive cord. Within 
a week after this issue was mailed, many requests were re- 
ceived for additional copies, including a number of orders for 
quantity lots for distribution among foremen and the key per- 
sonnel. In order to fill the requests already received, and to 
make copies available in quantity lots to others who might wish 
to circulate this excellent article among their foremen, a re- 
print has been made, and copies can be obtained at the nominal 
price of 15 cents each. It is an article of very practical value, 
written by a man who fully appreciates the problems of pro- 
duction supervisors. In ordering a number of copies of this 
article, the president of one company wrote: “In my opinion, 
managers of small businesses as well as large, should have use 
for such an article.” Said the president of another company 
employing about 1,000 people: “I have insisted that every fore- 
man read this article and submit a written report setting forth 
his opinions of the suggestions contained therein, as they relate 
to his own department.” 

We are, of course, very grateful to Mr. Patience for such 
a valuable contribution to our publication. 


STUDENT AWARDS 


The Educational Committee of the Ontario Society has 
‘announced the names of those students who have won honours 
in the 1949 examinations. Mr. E. W. Scott of Toronto is the 
winner of the gold medal awarded to the student obtaining the 
highest standing in Advanced Cost Accounting. Mr. G. L. Innes, 
C.A., of Oshawa is the winner of the silver medal for the 
second highest standing in the same subject. The committee 
also announced that an additional award in the form of a silver 
medal has been made possible through the generosity of Mr. 
A. C. Zimmerman, Barrister, of Hamilton, instructor in In- 
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dustrial Legislation. This award will be made annually to the 
student receiving the highest marks in Industrial Legislation, 
and this year was won by Mr. Gordon Hobbs, of Windsor. 

We extend to these students our sincerest congratulations 
on their achievements. The accomplishment of Mr. Scott is all 
the more notable when it is pointed out that he completed the 
equivalent of two years’ work in one, having taken the three 
final courses and written his thesis during the past year. 


ACKNOWLEDGMENT TO NATIONAL ASSOCIATION OF COST 
ACCOUNTANTS 


It is with deep appreciation that we acknowledge the very 
kind co-operation of the National Association of Cost Account- 
ants in making available a wide selection of technical articles 
for publication in Cost and Management. N.A.C.A. has long 
been noted for the high quality of their technical literature, and 
we deem it a privilege that we are able to draw on this source 
for material, and that through the pages of Cost and Manage- 
ment we are able to put into print for the first time these 
excellent articles. 


IS YOUR TRAINING COUNSELLOR INFORMED ABOUT THE R.1.A. 


Training Counsellors of many firms are writing in to us 
for information regarding the course of studies provided by the 
Society and the requirement for qualifying as a Registered In- 
dustrial and Cost Accountant. Every effort is made to dissemi- 
nate this information as widely as possible, but it is quite evident 
that there are many Counsellors who are without this infor- 
mation. Every member will be rendering a distinct service to his 
company and to his accounting staff by making certain that the 
responsible persons are properly informed about our courses and 
have complete details. Descriptive literature can be obtained 
from the Secretary of each Provincial Society. No one should be 
deprived of the opportunity of qualifying for Registered mem- 
bership through lack of information about our courses. 


COST AND MANAGEMENT REACHES NEW MILESTONE 


With this issue of Cost and Management the circulation 
reaches 3000 copies—a 100% increase in four years. It may also 
be of interest to know that our publication has subscribers in 18 
foreign countries. 
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New Members 


Bay of Quinte Chapter 
Douglas A. Boulton, Marchant Calculators Ltd., Belleville 


Calgary Chapter 
M. J. Heney, Burns & Co. Limited 


Edmonton Chapter 
A. Melnyk, Arthur A. Voice, General Contractor 


Hamilton Chapter 
W. T. Gretton, Eaton Knitting Co. Ltd. 
D. McT. Burgess, Eaton Knitting Co. Ltd. 
K. L. Wales, Hendershot Paper Products Ltd. 
J. B. Golkontt, The Steel Co. of Canada Ltd. 
I. M. Grant, N. Slater Co. Ltd. 
P. Kose, Fuller Brush Co. Ltd. 
Kingston Chapter 
C. W. Fraser, W. W. Hawley Limited 
Kitchener Chapter 
R. W. Wendell, Canada Cabinets and Furniture Limited, Kitchener 
E. Rusling, The Galt Brass Co. Ltd., Galt 
L. R. T. Henderson, 60 Kerr Street, Galt 
M. E. Flanigan, Armco Drainage & Metal Products of Canada Ltd., 
Guelph 
J. J. Hibbs, Babcock-Wilcox and Goldie & McCulloch Limited, Galt 
C. Schaefer, The L. McBrine Co. Limited, Kitchener 
London Chapter 
H. Kreeft, Polymer Corporation Ltd., Sarnia 
C. L. Oliver, Fiberglas Canada Ltd., Sarnia 
Montreal Chapter 
J. V. Holt, Water Kidde & Co. of Canada 
R. R. Lanthier, W. J. T. Adamson & Co. 
J. V. McConnell, Woods Manufacturing Co. Ltd. 
J. M. Millette, Lutfy Whitewear Mfg. Co. 
C. Montanaro, City of Montreal 
R. G. Shore, 2151 Lincoln Avenue 
G. G. Goodall, Canadian Industries Limited 
A. Deveault, Collins & Aikman of Canada Limited, Farnham 
L. R. Desmarais, C.A., Courtois Fredette & Co. 
New Westminster Chapter 
N. K. Hart, Canadian Western Lumber Company Limited, Fraser 
Mills 
H. N. Walmsley, Mungeam News Agency Ltd. 
R. G. Holbeche, Swift Canadian Co. Ltd. 
B. Martineau, Westminster Canners Ltd. 
Niagara Chapter 
J. H. Gill, The Commonwealth Electric Corp. Ltd., Welland 
Ottawa Chapter 
W. E. Penticost, Morrison-Lamothe Bakery 
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Peterborough Chapter 
C. D. Cutmore, The DeLaval Co. Ltd. 
R. G. Maniece, Western Clock Company Limited 

Regina - Moose Jaw Chapter 
W. H. Reynolds, Robin Hood Flour Mills Ltd., Moose Jaw 
G. A. Laird, Robin Hood Flour Mills Ltd., Moose Jaw 
W. K. Gault, Robin Hood Flour Mills Ltd., Moose Jaw 


St. Maurice Valley Chapter 
Roger Boulet, G. A. Boulet Ltee, St. Tite 


Toronto Chapter 
W. J. Snowball, Fred Page Higgins & Co. 
N. P. Cooper, Lever Bros. Ltd. 
G. E. Price, Duplate (Canada) Ltd., Oshawa 
J. S. Peters, Elgin American Co. of Canada Ltd. 
R. A. Groves, C.P.A., Housing Corp. Ltd. 
J. T. Hadaway, Standard Chemical Co. Ltd., Leaside 
D. K. Cameron, C.A., George A. Touche & Co. 
T. S. Simon, Canadian Wm. A. Rogers, Limited 
Vancouver Chapter 
G. Halpert, 323 East 24th St. 
A. F. Hale, Department of National Revenue 
J. H. Mueller, Hotel Georgia 
G. B. Armstrong, Department of National Revenue 
G. B. Dupuis, The T. Eaton Co. Ltd. 
H. M. Abbott, Vancouver Engineering Works Ltd. 
H. D. Lumsden, Vancouver Engineering Works Ltd. 
S. L. Dicken, Ted Harris 
Miss Margaret C. Scott, Dept. of National Revenue 
E. J. Cameron, Pacific Coast Pipe Co. Ltd. 
P. D. Jacobsen, Wilson Equipment Co. Ltd. 
Miss Barbara M. Southam, Department of National Revenue 
H. N. Oldenberg, Bank of Montreal 
J. R. Angus, Department of National Revenue 
T. G. Reed, O’Brien Advertising Limited 
C. E. Cooke, Vancouver Breweries Ltd. 
W. D. Wakefield, 3724 Jersey Avenue, New Westminster 
L. A. Christie, 4235 Inverness St., Vancouver 
I. M. Harford, Department of National Revenue 
B. D. Crookes, C.A., Hudson’s Bay Company 
Victoria Chapter 
R. Leighton, Land Registry Office, Court House 
Miss Maude Deane-Freeman, Empire Stevedoring Co. Ltd. 
A. H. Johnston, Finance Department, Provincial Government 
L. C. Smith, Addressograph-Multigraph of Canada Ltd. 
Windsor Chapter 
A. A. Durocher, Canadian Industries Ltd. 
Winnipeg Chapter 
T. L. Mathie, Great West Coal Co. Ltd., Brandon 
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Chapter Notes 


BAY OF QUINTE CHAPTER 
The first regular meeting of the Chapter was held in the banquet hall 
of the Belleville Shrine Club on October 19th. 
After an informal get-together and dinner, Chairman Les Lennox 
gave a brief address welcoming both members and guests. 
An interesting address was given by Mr. Geo. Burns of the London 
and Lancashire Fire Insurance Company on the subject of “Business In- 


terruption Insurance”. 
CALGARY CHAPTER 


The regular September meeting of the Chapter was held on September 
28th at the Renfrew Club. The large attendance of both members and 
guests was very gratifying. 

A very interesting and informative address on the subject: “Drilling 
and Producing Oil” was presented by Mr. Robert Potts, Petroleum Engi- 
neer with the Imperial Oil. 

The lecture classes for students commenced on October 3rd at Mount 
Royal College in conjunction with the University of Alberta. The sub- 
jects taken are: 

1. Primary—Business Mathematics and Accounting I. 

2. Intermediate—Accounting II and Fundamentals of Cost Account- 
ing. 

There are some forty student members enrolled in these classes 
taking 80 subjects and this phase of the chapter’s activities indicates in- 


terest and enthusiasm. 
FORT WILLIAM - PORT ARTHUR CHAPTER 


The regular chapter meeting was held on October 17th at the High- 
land Inn, Port Arthur. The meeting was under the chairmanship of Mr. 
C. D. Henderson. An interesting and instructive address on the subject 
of changes in the Dominion and Provincial Succession Duty Acts was 
given by D. L. Evans, Vice-President of the Royal Trust Company, 
Windsor. The thanks of the Chapter was extended to Mr. Evans by D. R. 
Harrison, Past President of the Dominion Society. 

Scholarships for proficiency in Accounting I and Business Mathe- 
matics were presented to Messrs. R. Caddo and H. Shaffer. The presen- 
tation was made by L. D. Dack, Registrar of the Chapter. 


HAMILTON CHAPTER 


The October meeting of the Chapter was held on October 20th at 
the Royal Connaught Hotel under the chairmanship of W. R. Spence. 

The feature of the evening was a panel discussion on “Expense Con- 
trol”. The panel was under the chairmanship of A. G. Howey, Secretary- 
Treasurer of Atlas Steels Ltd., Welland. The panel consisted of W. H. 
Furneaux, Aerovox Canada Ltd., speaking on “Manufacturing Expense 
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Control”; H. J. Chivers, International Harvester Co. Ltd., “Selling Ex- 
pense Control”; and J. H. Jackson, Canadian Westinghouse Co. Ltd., “Ad- 
ministrative Expense Control”. The interest with which the various 


speakers were received was evidenced by an enthusiastic question period. 


KITCHENER CHAPTER 


The October meeting of the Chapter was held in Kitchener on 
October 19th at the Golden Lion Inn. The meeting was presided over by 
F. Frank. 

An address on the subject of “Break-even Points” was presented by 
Mr. F. R. Manuel, Chief Engineer of Stevenson & Kellogg, Toronto. The 
speaker was introduced by George Egoff and a vote of thanks was ex- 
tended on behalf of the Chapter by James Babcock. 

Walter Jardine, Chairman of the Programme Committee, announced 
that the November meeting would be held on November 16th at Guelph. 


NIAGARA CHAPTER 


The October meeting of the Niagara Chapter was held on October 
19th at the Foxhead Hotel, Niagara Falls. A most interesting address 
was given by Mr. D. G. Seebach, R.I.A., Controller, B. F. Goodrich Rubber 
Co., Kitchener on the subject of “Depreciation and Capital Expenditures”. 
The meeting was under the chairmanship of Don Jones, of the Canadian 
Carborundum Company. The speaker was introduced by Jack Sewell, of 
the Yale & Towne Mfg. Co., and a vote of thanks was extended on behalf 
of the Chapter by H. R. White, of Thompson Products Ltd. 


ST. MAURICE VALLEY CHAPTER 


The yearly plant visit of the Shawinigan Chapter was made to the 
Borden plant in Quebec City on Saturday, October 15th. The members 
were welcomed by Messrs. Morency, Martin and Parent, of the Borden 
staff. Leaving the dairy at noon the Chapter visited the Provincial 
Museum and attended lunch at the Clarendon Hotel where they met Mr. 
Andre Dolbec, Provincia! Auditor and Past President of the Quebec 
Society. The Chapter wishes to express their thanks to Mr. Raoul Langlois 
for their fine introduction to the city. 


REGINA - MOOSE JAW CHAPTER 


The first meeting of the 1949-50 season was held in the Grant Hall 
Hote!, Moose Jaw, on September 22nd. An address was given by R. A. 
Kennedy, the Chapter Chairman on the subject of the recent devaluation 
of the British pound and Canadian dollar. 

A report on the annual convention of the Canadian Society held last 
summer at Banff was presented by A. L. Heggie. 


PERSONALS 


Congratulations to E. J. “Ernie” Falle, a member of the Hamilton 
Chapter, who was recently promoted to the position of Treasurer of Duro 
Aluminum Ltd., Hamilton, Ontario. 
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NET PROFIT ANALYSES FOR PROFIT BETTERMENT, by W. A. Hensel. N.A.C.A. 
Bulletin, September 1949—Section 1. 
The author discusses both the methods for obtainment and use of 


such analyses. 

The method for obtainment really resolves itself into (1) the classi- 
fication of sales according to branch or territory, salesman, customer, in- 
dividual product, or product group (the classification desired is optional); 
(2) examining such sales divisions for costs and expenses, so that a net 
profit per sales group may be secured. No problem exists in the matter 
of determining factory or laid-in-cost of articles sold in any of the sales 
categories mentioned, but in the allocation of commercial expense, con- 
siderable difficulty may arise. Generally speaking, such main types of 
commercial expense, subject to the occasional component exception, as 
selling, advertising, promotion and research, can be allocated specifically 
and with reasonable accuracy. The occasional exception within this group, 
together with administration expenses, generally will have to be apportioned 
on some arbitrary basis. The sales dollar, cost of sales, or Gross Profit basis, 
are suggested by the author as possible methods, with his own choice 
pointing at the Gross Profit method. 

However, it is the use of the analyses which the author particularly 
stresses. Not only are weaknesses exposed in the selling, distribution and 
other commercial expense divisions of the business, but with reasonable 


study specific remedies become visible. 


“EXTRA WORK VOUCHER” SYSTEM FOR DISCLOSURE AND CONTROL OF LABOR 
VARIANCES, by Robert T. McGeorge. N.A.C.A. Bulletin, Section 1, Sep- 
tember, 1949. 

This article should be of the utmost interest and value to those 
operating a Standard Cost System and Standard Hour Incentive Payment 
Plan. The essence of the System is the issuance of a time ticket in 
advance of production for each workman per operation and job to be 
worked upon. The time ticket is computed at standard rates. If for any 
reason piecework does not apply, then the extra voucher is prepared in 
the Department and approved by foreman and time checker. This extra 
payment, of course, constitutes the labor variance, and the reason for it 
is given. The reasons for these extra vouchers are:— 

1. When piecework rates have been established: — 

a. Reporting of excess production.. 

b. A higher rate is paid than the standard due to deviation from 
standard practice. 

c. Payment of day work, although piecework is established, due 


324 


CURRENT LITERATURE DIGEST- 


to insufficient quantity produced to enable operator to earn 
piecework rate. 

2. When day work rates are applicable:— 

a. Excess of actual over estimated standard time. 

b. Payment of day work due to piecework rates not being applic- 
able to the method or condition of material. 

c. Extra operations not provided in the standard method. 

The Author’s Company uses tabulating equipment, and the time 
ticket used in advance of production, as well as the extra work voucher 
are contained on blank punch cards. The information initially entered on 
such cards manually are later transcribed onto them in the way of holes 
by a mechanical punch. They then can be sorted to provide cumulative 
information in the matter of Standard Costs and variances. Particularly is 
this useful in the matter of providing cumulative variance information 
according to the nature of the variance. 

It would seem to this reviewer that, although it is not mentioned by 
the Author, this system would be practicable in the case of direct materials 
where a bill of material is issued at the time a job is planned. Com- 
ponent materials on such a bill would become the basis of the standard 
requisitions, and any requisitions for material not having as their source 
such a bill would have to be requisitioned on an “extra’’ requisition basis. 
Reasons for such extra quantities could be contained on the “extra” requi- 
sition and a positive control at the time of the variances’ occurence would 
result. Cumulative variance reports according to reason classification would 
be as exactly produced for direct materials as for direct labor. 


ACCOUNTING PROCEDURE IN THE PROVISION OF FINANCE FOR COMMERCE AND 
INDUSTRY, by Prof. lan W. MacDonald, M.A., C.A. The Accountants Maga- 
zine, August 1949. (Journal of Chartered Accountants of Scotland). 


The Author describes the procedure applicable in the United Kingdom 
for the obtainment of new capital—either borrowed or share. He points out 
that the requirement may be for short, medium or long term capital, and 
that the source of it varies, of course, with that requirement. A very clear 
explanation as to the information required by the financial house, which 
has been approached for the purchase of securities, is given. After the 
information is supplied by the applicant, and a complete investigation is 
made of the applying Company, an offer by the financial house would be 
the next sequential step. 

The following is a quotation from Mr. MacDonald’s article, which in 
essence contains much of the substance of it:— 

“Further generalization on these questions is difficult. But broadly a 
strong, healthy, and well-established business may, if it wishes, obtain 
terms such as a 412% unsecured loan redeemable over ten years—i.e. 
the same rate as a bank loan, with the advantage of a ten-year spread. 
As the risk increases the terms stiffen, involving a greater reward to the 
lender to meet the additional risk. There may simply be a higher basic 
tate of interest or this may be combined with a premium on redemption 
or with additional interest based on a percentage of profits. Another 
method is to introduce conversion rights—all or part of the loan being 
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convertible at the lender’s option into equity or participating preference 
shares. These observations apply to cases where the existing structure 
may conveniently admit further loan capital, and where there is prospect 
of redemption out of profits. In another class of case the need may be 
clearly for permanent share capital. This would occur in a business where 
the right policy was to use all available profit for gradual and steady ex- 
pansion. In the strongest cases in this class, the borrower may get all his 
capital in, say 5 per cent preference shares, with a long redemption date 
and perhaps an option to redeem earlier at a small premium. As the risk 
increases, the terms attached to the shares will stiffen—e.g. greater par- 
ticipation in profits and a higher premium on redemption. Alternatively. 
the applicant may have to give the lender a substantial interest in the 
equity. There is still a third class of case where the applicant wishes a 
part at least of the new capital to be in the form of equity shares. For 
example, an elderly proprietor of a prosperous limited company may wish 
to convert part of his interest into preference shares for distribution 
amongst his family, realize part of his interest for cash, and at the same 
time raise fresh capital for the company. In such a case—which is not 
uncommon these days—the acquisition of equity capital with or without 
control may well be attractive to a financial institution.” 


THE PRESENTATION OF INFORMATION TO MANAGEMENT, by W. S. Risk, B.Com., 
C.A., F.C.W.A. The Cost Accountant, September 1949. 


This is an article which will be of real interest and value to any Cost 
Accountant. The content of the article is divided into the following main 
divisions :— 

(a) What information we present 

(b) How and why we present the information. 

The first division is sub-divided in (1) Cost Ascertainment. (2) Cost 
Control while the second division is sub-divided into—(1) Preparation, 
(2) Presentation. 

Mr. Risk states that a report of the Cost Accountant might well be 
divided into four sections: 

(a) The terms of reference or reason for the report 

(b) The findings of the report. 

(c) The recommendations following upon the findings. 

(d) The action required to implement the recommendation. 

The function of the Cost Office he considers should be viewed as 
that of a thermostat rather than as that of a thermometer. 

With respect to top management’s responsibility for action on reports, 
the author quotes Sir Charles Renold: “It is more important to be 
definite than to be right.” 

Mr. Risk’s own comments in this regard are that—“One of the great- 
est handicaps from which any business can suffer is an executive who 
retains authority but who will not give the decisions required of him. It 
is often better to give a wrong decision than none at all.” 
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“OTHER ARTICLES OF INTEREST TO INDUSTRIAL AND COST ACCOUNTANTS 


Co-ordinating Purchase and Use Factors in the Stocking of Raw Materials, 
by N. E. Rieger. N.A.C.A. Bulletin, Sept. 1949. 


Two Compact Forms for the Measurement of Operating Performance Under 


Standard Costs, 
by Norman A. Coan. N.A.C.A. Bulletin, Sept. 1949. 


Accounts Maintained for a Company-operated In-plant Food Service, 
by K. C. Rippert. N.A.C.A. Bulletin, Sept. 1949. 


How Accounting and Public Relations Departments Work Together at International 
Harvester, 

by C. E. Jarchow, C.P.A. The Journal of Accountancy, Sept. 1949. 
Problems in Taking and Verifying Physical Inventories in a Retail Enterprise as to 
Quantities, 


by J. Sandler, C.P.A. The New York C.P.A., Sept. 1949. 


Underlying Problems in Determining Valuations of Inventories of Retailers, 
by A. R. Marks, C.P.A. The New York C.P.A., Sept. 1949. 


Setting a Pattern for Procedures Analysis, 
by G. O. Eckley. The Controller, Sept. 1949. 


Now We Get Cost Data We Need for Real Maintenance Control, 
Part II, by George Steinbronn. Factory Management and Main- 


tenance, Oct. 1949. 


ADDRESSES OF PUBLICATIONS 


N.A.C.A. Bulletin, 505 Park Avenue (fourth floor), New York 22, N.Y. 
The Cost Accountant, 63 Portland Place, London W.1, England 

The Journal of Accountancy, 270 Madison Ave., New York 16, N.Y. 

The New York C.P.A., 677 Fifth Avenue, New York 22, N.Y. 

The Controller, 1 East 42nd St., New York 17, N.Y. 

Factory Management and Maintenance, 330 West 42nd St., New York 18, 


N.Y. 
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Organizing for Improvement in the Break- 
Even Point 
By STANLEY Z. BRONNER 


Assistant Treasurer and Budget Director 
Bridgeport Brass Company 





In this article the author presents the experience of 
his company in its program to improve the break-even 
point. The program lists ten specific classifications of 
effort to reduce costs and maintain the break-even point 
at a satisfactory margin of safety. 











Ever since 1933 prices have been either rising or have been 
frozen at given levels for long periods of time (the only ex- 
ception being noted in 1937). But today a period of falling 
prices and “disinflation” confronts us. I hasten to add paren- 
thetically that while there is sufficient evidence present to the 
fact that downward trends are well underway, this observation 
is made without trying to predict the extent or duration of the 
decline. 

We well know that managing a business during a period of 
declining prices is entirely different from doing the same job 
when prices are rising. To illustrate what I mean: 

Rising prices encourage long inventory positions and for- 
ward buying in large lots. 

Falling prices forces short inventory positions and hand-to- 
mouth buying. 

Rising prices mean comfortable manufacturing schedules. 

Falling prices mean tight manufacturing schedules to satisfy 
the customer’s quick delivery demands. 

Rising prices cover up today’s cost excess with tomorrow’s 
inventory gains. 

Falling prices demand a more economical cost level of 
operations because there are no inventory gains, and there may 
be actual losses. 

To do business successfully when prices are falling, there- 
fore, requires a different set of business habits — and this applies 
to the men of management who have already had the experience, 
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as well as to those who have risen to their responsibilities since 
1933. 


I believe the necessary changes to our business habits 
would develop anyway by themselves, particularly if control 
procedures are already in operation through the use of budgets 
and standard costs, but the timing is so important. Most busi- 
nesses cannot afford to wait for the natural evolution. To bring 
about a quick re-adjustment, a special program is desirable and 
often necessary. A vigorous cost reduction program, especially 
organized to lower the break-even point, may help to meet the 
situation and speed up the process. 


Such a program should supplement and not replace the 
regularly established management activities carried on for con- 
trol purposes. If anything, the regular means of control should 
be strengthened. In fact, the cost reduction program proposed 
may well serve to focus attention on the inadequacy of existing 
reports and controls, and consequently enforce the substitution 
of more effective methods. 

What then is a cost reduction program—how do you get 
it started, and how do you keep it going? 

The following is what I consider to be at least one set of 
answers to these questions: 

Simply expressed, a cost reduction program consists of 
organizing the efforts of all the management personnel towards 
the attainment of a cost level of operations, ie., selling, pro- 
ducing, and administering, which will permit a satisfactory profit 
yield commensurate with the business volume. 

The first step in the organizing process is to establish a 
wide-spread awareness of the problem. Thus, the facts must be 
prepared and presented in a manner that they can be easily 
understood. 

Break-even points are established for each major product 
group or major division of the business, and if possible, as of 
several different dates so as to demonstrate the effects on the 


break-even points of changing business economic conditions. 


Break-even charts are prepared and are reviewed at meet- 
ings called for the purpose and attended by interested parties of 
the sales, production, staff, and administrative divisions. 


A very careful explanation is made of costs and of their 


329 








COST AND MANAGEMENT 


fixed and variable elements. It is explained that fixed costs are 
of three types: 

1. Those costs which are fixed by conditions fundamental 
to the operation of the business. Management can do 
little to change these costs without also changing long 
term policy for they are fundamental to the stablish- 
ment of the business. 

2. Those costs which are fixed by management policy from 
month-to-month or year-to-year. They include, for ex- 
ample, certain types of advertising costs, executive com- 
pensation, staff service costs, etc. 

3. Those costs which represent the fixed portion of semi- 
variable costs. Examples of these are Shut-down Main- 
tenance Costs, Plant Protection Costs, Part of the cost of 
running the Hospital and Safety Department, part of 
Supervisory Costs, etc. 

It is further explained that Variable Costs are those which 
should rise and fall with volume changes. These are the costs 
on which management expects day-to-day adjustment to main- 
tain the proper relationship with day-to-day changes in sales or 
production volume. 

With costs, both Fixed and Variable, analyzed as just ex- 
plained, and with the use of Break-even Charts, it is easy to 
demonstrate the important effects on the break-even point of 
increases or decreases, or changes in their relationship. Of course, 
the necessity of a low break-even point is emphasized for as the 
percentage of break-even volume to capacity volume is lowered, 
the margin of operating safety is increased. 

A frank discussion of this type lays the ground work for 
carrying out the cost reduction program. Department heads can 
see for themselves what must be done — they can even see the 
items of cost which afford the greatest opportunity of cost re- 
duction. Policies which govern certain costs are exposed to 
question. Direct and pro-rated staff and service charges are 
scrutinized and questions raised regarding the value of the serv- 
ice as related to cost of the service. 

After the need for the cost reduction program has been 
thoroughly established with all the management organization, 
an outline is prepared to invite suggestions and direct attention 
along specific lines. 
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The program at the Bridgeport Brass Company, which was 


developed by Mr. Herman W. Steinkraus, President and General 
Manager, lists ten specific classifications of effort to bring about 


an improvement in the Break-even points. They are: 


(1) 


(2) 


(3) 


(4) 


(5) 


(0) 


(7) 


(8) 


(9) 


Improve Efficiency. ‘This means the more effective use of 
time and the reduction in number of workers to do a given 
job. 

Increase Sales. This means exploring all possibilities, 
lower prices, improved products, better advertising, in- 
creasing customer service, a wider market coverage, etc. 
Save Time and Manpower. This means weeding out 
persons who have not re-adjusted themselves to the needs 
of postwar operation, i.e., those who continue to loaf, to be 
tardy and absent to an unreasonable degree. 

Adjust Rates Fairly. Where incentive rates are out of line, 
perhaps resulting from misunderstanding and lack of close 
coordination between production and methods depart- 
ments, adjustments should be made where they are ne- 
cessary and fair. 

Reclassifty Where Necessary. This means assigning each 
employee to the job he is best qualified for and seeing 
that he is paid accordingly. 

Reduce Waste and Spoilage. This means using greater 
care on the job and the reduction in the amount of spoiled 
work resulting from carelessness. 


Save on Freight. Freight costs have increased to the 
extent that every possible means should be found to avoid 
L.C.L. rates, to ship according to the most economical 
carrier, to obtain better ways of crating and boxing. 


Cut Out Useless Services. This means re-examination of 
reports, systems, and procedures which now may not be 
providing the service for which they were originally in- 
tended. 


Retirement If Necessary. This means that those people 
who are not able to do a day’s work because of age, illness, 
or other reasons — and from whom it is not fair to expect 
an increase in their efforts, should be retired and given 
consideration within the range of our ability to provide a 
reasonable basis of separation. 
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(10) Welcome Suggestions. This means that supervisors 
should stimulate further suggestions through the regular 
suggestion system from employees, and at the same time 
submit whatever suggestions they themselves wish to make 
on any company matter beyond the specific 9 points pre- 
viously listed. 

This ten-point program was inaugurated with sufficient 
meetings, presided over by the President and General Manager 
and attended by all supervisory personnel, to make each point 
clear. Copies of the printed program were distributed and each 
point carefully reviewed. Furthermore, copies of the printed 
program, with a transmittal letter from the President, were 
sent to all employees and workers. 

A regular system of follow-up was established as well as a 
means of reporting back to the person who had submitted a 
suggestion what action has been taken. Every week or two, each 
superintendent or department head is asked to turn into his chief 
a report showing the individual progress made on each point. 

Suggestions which come in on these regular progress reports 
are transferred to another printed form for reissuance to execu- 
tives who must pass on the suggestion. Each of these forms is 
numbered so that a register of suggestions is maintained. When 
a suggestion has been passed upon by the proper executives, the 
form is routed back through the control register and the origi- 
nator is notified of the action taken, either favorable or un- 
favorable. Reasons for unfavorable action are explained. The 
advantages of this system of notification and follow-up are 


obvious. 
This program can be kept alive by keeping it up to current 
conditions. For example — after the job of adjusting rates 


(Point No. 4 in the original program) has been satisfactorily 
completed, a more current company-wide problem can be sub- 
stituted as one of the points toward which concentrated effort 
should be directed. 


PROFIT BUDGET AND USE OF STANDARD COSTS 
A cost reduction program, to lower the break-even point 
and maintain it as a satisfactory margin of safety, must be 
supported by a good system of reporting profit performances. 
Fundamental thereto is a profit budget and where possible the 
use of standard costs. 
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Persons responsible, individually or jointly, for the operation 
of a division of the business, or for the profit yield from a group 
of products, must feel that they are being fairly judged, that the 
profit requirement load is equitably distributed, and that costs 
for services over which they do not exercise direct control are 
charged in amounts commensurate with the value of the service. 
Such persons must therefore cooperate in preparing the stan- 
dards and budgets which will be used; must understand; accept 
and approve the yardsticks as well as the basis of the charges 
to their divisions. Arbitrary pro-rations are to be avoided. 


INDIVIDUAL PROFIT RESPONSIBILITY 


If the business is so organized as to employ product mana- 
gers responsible for both the production and merchandising of 
the product, a profit and loss statement compared with budget 
is made available to him. Separate performance reports covering 
manufacture are issued to the production manager as are 
separate reports covering the sales volume and sales cost per- 
formance versus budget issued for use of the merchandise 
manager. The product manager can review overall profit results 
for the division as well as company with both his sales and pro- 
duction managers so they are properly informed. However, care 
should be exercised to prevent the sales executive from feeling 
he is being burdened with the excess cost of the manufacturing 
department, and vice versa. 


JOINT PROFIT RESPONSIBILITY 


If the organization is set up functionally, ie. there is no 
overall product manager or division manager, so that a pro- 
duction executive and a sales executive are held jointly re- 
sponsible for the operating results of a product division, then the 
Profit and Loss Statement, compared with budget, is made avail- 
able to both and is so prepared as to clearly segregate re- 
sponsibilities and performances within and beyond the control 
of each. For example, gross margin is reported as the difference 
between sales and “cost of sales at budgeted standard”. The 
budgeted gross margin percentage is approved by the responsible 
sales executive when the budget is prepared. He knows the cost 
level included in the standard and knows that the standard cost 
of production will not be changed during the year unless the 
budget is revised. Therefore, increases or decreases in the actual 
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gross margin percentage result from price changes or changing 
pattern of business sold. Manufacturing performances are 
credited with production valued at budgeted standards. Varia- 
tion in actual costs and volume from those budgeted are reported 
in two classifications: 
(1) Those over which the manufacturing executive exer- 
cises control. 
(2) Those which arise from conditions over which he does 
not have control. 


CONCLUSION: 


In conclusion I would like to summarize: 

Declining prices present new problems to management and 
require adjustments to some of our management habits, acquired 
during the long period of rising prices. A well designed cost re- 
duction program organized to lower the break-even point can 
encourage the speedy completion of these management adjust- 
ments. 


A program of the type proposed arouses new enthusiasm, 
stimulates action, provides a means to overcome certain pre- 
judices, opens the door to ideas which might otherwise be re- 
jected and develops a closer tie-in of the top executives with the 
first line supervisors. 

Certain it is that if profit margins are to be maintained at 
satisfactory levels, cost reduction must be effected in order to 
offset price reductions. Break-even points must be lowered. 








POSITION WANTED 


Cost Accounting Correspondence Student, first year, 
married, 36, wants position as understudy to accountant 
at least four years in Edmonton. Bilingual, proficient steno- 
typist, 18 years diversified office experience. Eight years’ 
military service, Canadian citizen and physically fit. 
Presently employed in lumber and sawmill office. Able to 
assume new duties around June or July 1950. 
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COST AND MANAGEMENT 


A Combination Payroll and Labor 


Distribution System 
By ROBERT R. CUMMING 





The system described in this article is that which is 
in operation in a company employing approximately 
one thousand people, most of whom are compensated 
on an individual inventive piece-work basis supported 
by guarantees. The system includes several interesting 
features, one of which deals with the problem of the 
time lag between operation changes in the factory, and 
correction of standards by the Cost Department. The 
other deals with Wage Analysis Report for the operating 
department and management. 











One of the most burdensome jobs faced by any manu- 
facturing concern is that of preparing payrolls on time and of 
maintaining all necessary labor cost figures. Our company, a 
leading manufacturer of luggage, has developed a combined 
payroll and labor cost punch card system which has proved to 
be successful over a period of time. 


A good payroll and cost system demands: (1) Payrolls 
strictly on time; (2) complete internal check on accuracy of all 
payroll entries; (3) an accurate tie-in between total payroll dis- 
bursed and labor costs distributed; (4) efficient methods of pre- 
paring government reports, such as those for state and federal 
social security, withholding tax, Bureau of Labor Statistics, etc.,; 
and (5) timely and sufficiently detailed information on costs 
and labor relations to provide aid in management. 


We believe that our system has met these requirements. 
This paper is designed to outline our method as an answer to 
some of the problems faced by ourselves and probably by others 
in similar lines. 

Our company employs approximately one thousand people 
in the Luggage Division factory. Our factory workers are very 
largely compensated on an individual incentive piece-work 
basis supported by guarantees. We pay overtime for all time 
worked over eight hours a day or over forty hours a week. We 
pay a shift differential for night shift employment. In the in- 
terests of good management our factory is regularly supplied 
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with detailed information on individual and group earnings. 
Our payroll is set up on a bi-weekly basis. 


The system which we have adopted is a punch card method 
in which the cards have a dual purpose. First, they are used 
for preparation of payroll. Second, they are used to prepare 
complete and detailed labor cost reports. We have found that 
this dual purpose arrangement is economical from the stand- 
point of time and immediately solves the one problem of ob- 
taining an exact tie-in between payrolls disbursed and labor dis- 
tributed. 

Having presented a general summary of our circumstances, 
we will now go into a brief description of our procedures as they 
are carried out step by step daily, weekly, biweekly, and 
monthly. 

First of all, each new employee is assigned a clock number 
as determined by a numerical sequence in an employment 
register. The new worker is also assigned a department num- 
ber. The first step in the payroll is the preparation of an 
addressograph plate which shows clock number, department 
number, name, address, date of employment, sex, marital status, 
date of birth and classification as to whether a piece worker or 
hourly time worker. These addressograph plates are main- 
tained in clock number order and are used daily for the purpose 
of preparing daily time cards. (See Exhibit I, Daily Time Card). 
The time cards are placed in racks in clock number order while 
still folded. The employee coming on duty takes his card from 
the rack, punches in, and takes the card with him out into 
the factory. He records upon his own card each operation which 
he performs during the day, showing the style or part number, 
the operation number, the number of pieces, the piece-work 
price, and if he so desires, the extended amount due. For any 
change from piece-work to time work during the day, he must 
punch a job time clock in his department. At quitting time, he 
carries his card with him to the punching out station and after 
punching, drops his card in a receptacle for the Payroll De- 
partment. 

The Payroll and Tabulating Department’s first job on the 
following morning is to sort all of the daily time cards for the 
previous day by department and to take the cards back to the 
department foremen for their examination and initialing. The 
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department foremen are responsible for approving all hourly 
work paid to piece workers and hourly workers as well as for 
ascertaining that the employee actually worked on the operation 
indicated. 

We have several factory time clerks in the foremen’s 
offices who use various means of establishing the accuracy and 
honesty of the number of pieces claimed on time cards. In 
some instances, operation tickets are counted; in other in- 
stances parts have been weighed and certified by a scale man. 
Certain other operations are verified by overall control on 
pieces moving down an assembly line. After the cards are 
completely examined and okayed by the foremen, they are re- 
turned to the Payroll Department for processing. 


One or more payroll clerks is assigned to each factory de- 
partment or group of departments. Each clerk examines her 
cards, fills in additional information where necessary, such as 
labor account number, work order number, etc. Each clerk is 
responsible for the completeness and the accuracy of each line 
on all time cards. Examination of Exhibit I, the Daily Time 
Card, will show that there is room on the cards for as many as 
twelve different operations to be recorded on a given day. It 
will also be noted that the arrangement of the daily time cards 
permits the payment of both piece work and hourly earnings 
on the same day. Each line of the time card is carefully filled 
out and checked. A production recapitulation is maintained on 
many operations. Briefly this involves posting of number of 
pieces claimed by individual workers against total pieces auth- 
orized on a production order. This clerical method at times 
uncovers discrepancies which were not caught by physical or 
other counts in the factory. Any such discrepancies are immedi- 
ately called to the attention of the foreman and adjustment is 
made before the time cards are processed further. 

The payroll clerks make extensions and total time cards, 
using key-driven calculators. 


The final step in the payroll clerk’s daily work is the 
establishment of department control totals for (1) earnings, 
(2) total hours worked, and (3) clock numbers. The payroll 
clerk then routes the control tapes to the Payroll Control Clerk, 
and the department time cards for the day to the Key Punch 
Section. 
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Exhibit II is the Daily Distribution Card which is used for 
key punching all payroll and labor cost information. A com- 
parison of the columns outlined on the punch card with the 
headings on the time card will indicate that the key punch 
operator can read straight across the daily time card line by 
line and key punch all necessary information. A separate card is 
punched for each line, since each line on the time card repre- 
sents a different operation or the same operation on a different 
part number. It is, of course, a well-known fact that the basis 
for punched, card distribution methods is simply that each card 
must represent the lowest common denominator which must be 
distributed. In our operation, there is an average of three lines 
per daily time card which means that we key punch daily an 
average of three cards daily for each employee. 


After key punching, the cards are verified on a machine 
which requires the operator to read again each line of the time 
card and go through the same motions, striking the same keys, 
which the key punch operator should have struck. The verify- 
ing machine stops automatically whenever the verifier operator 
hits a key which is different from that struck by the key punch 
operator. This verifying procedure results in extremely accurate 
final results, since it is very unlikely that the verifier operator 
will make exactly the same error of striking a wrong key which 
the key punch operator may have made. Any errors found in 
this operation are corrected by punching new cards, and the 
verified cards are turned over to the tabulator operator. 


The tabulator operator inserts the proper control panel in 
the machine and lists at the rate of eighty cards a minute the 
punch cards for an entire day’s payroll, in department by clock 
number order. The machine automatically prints department 
totals of earnings, total hours and clock numbers. This daily 
distribution listing is then forwarded to the Payroll Control 
Clerk, who checks all totals to the pre-established department 
totals given her by the payroll clerks. Incidentally, the total by 
clock numbers is final proof that the correct clock number has 
been punched into every card. Any discrepancies in totals are 
checked down and corrections made, thus establishing a final 
balance total for each department for the day. 


The above daily routine is repeated until a week’s payroll 
has been accumulated and balanced. Each day a collating ma- 
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chine merges the new day’s payroll cards in perfect order with 
those of previous days until, at the end of the week, we have 
interfiled all punch cards for an entire week’s payroll. 

At this point the tabulator operator merges in the master 
name punch card for each employee, and runs the entire week’s 
cards through the tabulator, preparing the weekly summary. 
The machine totals for each employee the hours worked and 
total earnings, at the same time indicating whether the em- 
ployee is a piece-worker or straight time worker, his shift and 
his guaranteed hourly rate. The machine takes a total of earn- 
ings at the end of each department, which is immediately 
checked to the Control Clerk’s predetermined department total 
for the week. The equipment simultaneously summary punches 
a weekly card consolidating all hours worked and earnings into 
a single total for the week for each employee. 

(The daily distribution cards have now fulfilled their pay- 
roll function and are set aside for use in labor distribution, an 
operation to be described later). 

Next a clerk uses an automatic calculating machine to 
divide total earnings for the week by total hours worked for 
the week. She writes the resultant average of hourly earnings 
for each employee on the Weekly Summary. 

The Weekly Summary then goes to a payroll clerk who 
compares the average hourly earnings with the guaranteed 
hourly rate, and writes in any additional amount necessary to 
bring the earnings up to the guarantee. In this operation she 
must take the shift differential into consideration. Her next 
step is to examine overtime hours indicated and to determine 
the number of overtime hours on which half time premium is 
due. The employee is paid daily or weekly overtime, whichever 
is to his advantage. The clerk writes in the overtime premium 
due. A second clerk checks all calculations of guarantees and 
overtime premiums. The next step is to take control tapes on 
these additional earnings and clock numbers, by department. 
These tapes are turned over to the Payroll Control Clerk. The 
guarantee and overtime pay is key punched, verified and listed 
in a manner similar to the procedure on daily earnings. The 
Control Clerk balances this guarantee and overtime list. 


After going through the same procedure for the second 
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week of the pay period, the biweekly work of actual preparation 
of the payroll takes place. 
At this point we have the following cards: 
Weekly Summary card for first week. 
Guarantee card for first week, if any. 
Overtime premium card for first week, if any. 
Weekly Summary card for second week. 
Guarantee card for second week, if any. 
Overtime premium card for second week, if any. 
Master Name card. 


Be eee POs 


We also may have an adjustment card covering a vacation 
payment or correction of a shortage which has been added to the 
controls. 

Using the collator these cards are merged together and run 
through the tabulator to prepare the biweekly summary. The 
machine prints for each employee the total vacation hours paid, 
total hours worked, total overtime hours worked, total earnings, 
number of tax exemptions and guarantee rate. 

The equipment also summary punches a biweekly gross 
earnings card carrying all of these totals. After this point, the 
payroll is closed up quickly. The machines automatically cal- 
culate correct social security tax, taking into consideration the 
three thousand dollar taxable wages limitation. A new total of 
individual earnings to date is brought forward for each payroll. 
The withholding tax is computed and punched automatically. A 
standing deduction card file is now brought out and deductions 
for the particular payroll are selected. The Payroll Control 
Clerk sets up a Final Payroll Control Sheet showing gross pay, 
each deduction total and net pay by department and overall 
totals. 

Using a sorting or collating machine, the following cards 
are merged together preparatory to running a proof register: 

1. Biweekly earnings card. 
Social Security deduction card. 
Withholding tax card. 
Hospital insurance card. 
Health and accident insurance card. 
Bond card. 
Credit Union card. 
Mutual fund advances card. 


SPNAKR RW 
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9. Purchases card. 

10. Miscellaneous card 

11. Adjustment card. 

Of course no one employee would have all of these de- 
duction cards for one payroll, but we are set up to handle this 
variety of deductions. 

The proof register is next tabulated to find any instances 
where total deductions exceed total earnings for the payroll. 
These over-withdrawals are corrected by removing certain de- 
duction cards and correcting controls, and we are ready to run 
the payroll checks. 

The payroll checks are a continuous two-part perforated 
form, the original being the check and the carbon copy serving 
as a check register. 

The tabulating machine prepares the checks for the entire 
payroll in approximately two hours time. The machine auto- 
matically prints asterisk check protection of net amounts. De- 
partment totals print as the checks are run, and these totals are 
checked to the predetermined Final Payroll Control sheet 
totals. 

As an additional control on the accuracy of the checks, 
adding machine tapes of net amounts are run by department, 
and compared with controls. 

The above covers the major steps in the preparation of 
payroll. 

We will now go back for a time and discuss the second 
purpose of the daily punched cards, that is the distribution of 
labor costs. As soon as the Weekly Summary, which was de- 
scribed above, has been run, the payroll function of the 
punched cards has been completed. In other words, the daily 
cards which were punched for each labor operation have now 
been reduced for payroll purposes to a single weekly summary 
card for each employee. We will now go into the labor function. 

The daily distribution cards for the week are now sorted 
for a complete summarization for labor distribution purposes. 
They are first sorted into labor groups: direct labor cards and 
indirect labor cards. 

The direct labor cards are sorted down completely by 
piece-work price, by operation, by style or part number and 
by account number and department charged with the labor. At 
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this point all cards for given operation at a given piece-work 
price on a given style or part number have been brought to- 
gether. The tabulating equipment prints a line for each detailed 
breakdown and simultaneously punches a card showing the 
identifying numbers, and total pieces paid for and the total 
amount paid. 

The indirect labor cards are sorted by indirect labor ac- 
count numbers and departments charged and by work order, 
and summary cards are punched automatically for each of these 
breakdowns. 

The above procedure of summarizing labor is repeated by 
week until the entire month has been summarized. 


Our Cost Department uses a system of current up-to-date 
standards on labor and materials for calculating cost of goods 
manufactured. These so-called standards are actually con- 
venient measuring sticks for a quick costing job rather than 
the traditional fixed standards from which variables are com- 
puted. 

One of the most difficult problems involved in maintain- 
ing up-to-date labor standards is that there is always a time 
lag between operation changes in the factory and the proper 
notice and correction of standards by the Cost Department. 

Our system largely eliminates this problem because, once 
a month, cutting off one week before the end of the month, we 
tabulate our detailed direct labor summary cards as described 
above, by department, by style, by operation and by piece-work 
price, totaling the number of pieces paid on each operation and 
at each price, and the total amount paid on each style or part. 
This direct labor detail report furnished to the Cost Department 
on or before the first of each month enables that department to 
check our standards against the most up-to-date operating 
figures actually paid through the factory payroll. 

This report not only enables the Cost Department to bring 
standards up-to-date but it also furnishes a desirable check upon 
the accuracy of payroll pricing and extensions and upon total 
pieces being paid from month to month on each operation. The 
report has frequently brought to light information about factory 
operations such that the Cost Department was able immediately 
to contact the factory management and correct certain un- 
desirable conditions. 
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In addition to the direct labor detail reports prepared, the 
Labor Journal is prepared on the tabulating equipment. This 
is accomplished by taking all labor summary cards for a cal- 
endar month and tabulating reports as follows: 


(1) Labor journal by account. 

(2) Account by department breakdown for posting to the 
subledger. 

(3) Department by control account tabulation for establish- 
ing control totals in the subledger. 


We have now covered the method by which the same set 
of punch cards has accomplished both the preparation of the 
payroll and the preparation of detailed and summary labor 
distribution reports. 

In addition to these functions, the punch card methods give 
us certain byproducts which materially lighten the work load 
and, more important, aid in intelligent management. Naturally 
all federal and state social security reports are prepared on the 
tabulating equipment from summary cards. Annual statements 
of wages and withholding tax also are tabulated. But the more 
interesting byproduct reports have to do with wage analysis in- 
formation which is supplied to the factory and general 
management. 

First, we tabulate a Weekly Earnings Report of individual 
employee earnings showing a breakdown of hourly earnings, 
piece-work earnings and total earnings, together with average 
hourly earned rates. This report, prepared on multiple copy 
paper, gives the factory manager, foremen and general manager 
a weekly picture of the individual employee’s earnings and per- 
formance. This report accomplishes a great deal in correcting 
individual situations where an employee may be falling below 
his guaranteed rate for a reason which may be due to the 
employee or to management. It may also show up an employee 
whose extremely high earnings will lead to investigation of 
possible errors in piece-work rates or of possible payment of 
too many pieces, which, of course, may be due to clerical error 
or even dishonesty of the individual employee. 

In addition to the weekly report of individual earnings, we 
prepare once each calendar quarter a Wage Analaysis Report 
in which total performance of each employee for the quarter is 
presented. The report is arranged by factory department with 
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male workers listed separately from the female, and piece- 
workers separately from time workers. Seniority is taken into 
account by listing individuals in order of seniority. This repurt 
gives for each employee total hours worked, total overtime 
premium paid, total guarantees paid, total basic pay, total basic 
pay plus overtime, vacation pay, and grand total earnings for 
the quarter. In addition, the report indicates the guaranteed 
hourly rate and a calculated average earned hourly rate, both 
with and without overtime premium. 

Obviously this sort of detailed information in the hands 
of the general manager, factory manager and foremen furnishes 
invaluable information about individual employees. Excessive 
guarantees paid to any individual stand out and receive im- 
mediate attention. Likewise, excess overtime premium pay- 
ments to an individual get attention. Average earned rates for 
the quarter are studied and the foremen are called in to explain 
variances. This report, when presented by department totals, 
also furnishes a convenient quarter by quarter summary of 
general wage trends within departments and overall. Armed 
with this kind of information, intelligent management can fore- 
stall the kind of trouble which often results from lack of in- 
formation. 

In conclusion, we feel that our system represents our best 
thought to date on the solution of our payroll and labor dis- 
tribution problems. But we look forward to a process of con- 


stant change and improvement as time goes on. 





« STUDENT SECTION » 


gm ed ad ad ed a a Sa od Sa a a a a III SII 


FUNDAMENTALS OF COST ACCOUNTING 
Comments by A. V. HARRIS, C.A., R.LA. 





QUESTION 2 (30 marks) 

The Index Manufacturing Company is engaged by The Machine 
Manufacturing Company to produce a machine part called Part No. 1. 
The terms of the contract specify that the costs of Part No. 1 plus a 
profit of $1.20 on each part will be charged to the Machine Manufactur- 
ing Co. The contract further states that:— 

(1) If the cost per part is less than $12.00 a bonus will be paid to 
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the Index Co. of 50% of the amount by which the cost is less 
than $12.00, 

(2) If the cost exceeds $12.00 per part a penalty of 50% of the 
amount by which the cost is greater than $12.00 will be de- 
ducted from the $1.20 of profit per part. 

The transactions of the Index Manufacturing Co. for the month of 


July, 1948, were as follows: 


Material A 40,000 Ilbs.—cost $4,800 
Material B 150,000 Ibs.—cost 7,500 
Part No. 1 in Process 250—cost to date 1,250 
Part No. 1 finished 100—cost to date 930 


Purchases of Material A—108,000 Ibs. at 12c. 
Material B— 35,000 Ibs. at 5c. 
Direct Labor $ 8,500 
Manufacturing Expenses 16,000 
Material put into process: (all material is put into production at the 
beginning of the process) 
Material A—120,000 Ibs. 
B—150,000 Ibs. 
Inventories on July 31, 1948: 
Material A-—28,000 Ibs. at 12c. 
B—35,000 Ibs. at 5c. 
Parts No. 1 in process—400, cost to date $1,753.58. 
Material required for one part: 
Material A—30 Ibs. 
B—37.5 Ibs. 
All parts No. 1 finished were delivered to the Machine Manufacturing Co. 


Required: 
(1) Prepare the following General Ledger Accounts: 
Raw Material A; Raw Material B; 
Part No. 1 in Process: Part No. 1 Finished. 


(2) Statement of cost of manufacturing Part No. 1, including the 
determination of the selling price to the Machine Manufacturing 








Co. 
Solution to Question 2 
(1) 
Raw Material—A 
Quantity $ Quantity $ 
Inventory July 1 40,000 4,800 Put into Process 120,000 14,400 
Purchase 12c 108,000 12,960 Inventory 28,000 3,360 
148,000 17,76 148,000 17,760 




















Balance Aug. 1 28,000 3,360 
Raw Material—B 











Quantity $ Quantity $ 
Inv. July 1 150,000 7,500 Put into Process 150,000 7,500 
Purchases 5c 35,000 1,750 Inventory 35,000 1,750 

185,000 9,250 185,000 9,250 
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35,000 





1,750 


Part No. 1—In Process 





Balance Aug. 1 
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Quantity $ Quantity $ 
Inventory July 1 250 1,250 Part No. 1- 
Materials A 4,000 14,400 Finished 3,850 45,896.42 
B 4,000 7,500 Inventory July 31 400 1,753.58 
Direct Labor 8,500 
Mfg. Expenses 16,000 
4,250 47,650 4,250 47,650.00 
Balance Aug. 1 400 1,753.58 
Part No. 1——Finished 
Inv. July 1 100 930 Quantity $ 
Part No. 1— Delivered t 
In Process 3,850 45,896.42 Mach. Co. 3,950 46,826.42 


3,850 46,826.42 


(2) 


THE INDEX MANUFACTURING COMPANY 


Cost of Part No. 1 manufactured and sold to the Machine Mfg. Co. 
during the month of July 1948 


Inventory—July1—-In Process 
Add—Materials—A 
-B 
Labour 
Manufacturing Expense 


Less: Inventory in Process July 31 


Total Product Manufactured 
Add: Inventory of Finished Parts, July 1 


Cost per Unit (11.85) 
Add: 
Profit—3,950 at $1.20 
Bonus 12.00—11.85==0.15 
0.15—2=0.075 (3,950 x 0.075) 


Sales price to Machine Mfg. Co. 


Per unit (Selling Price) $51,862.67—3,950 
Comments—Question 2 


Quantity 


250 
4,000 
4,000 


3,950 


46,826.42 


$ 
1,250 
14,400 
7,500 
8,500 
16,000 


47,650 
1,753.58 


45,896.42 
930.00 


46,826.42 


4,740 
296.25 


51,862.67 


13,129 


This problem did not seem to give candidates in examination too 
much trouble. Most students obtained a mark of twenty or better if they 
handled the paper as a whole in a successful manner. 
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USE DITTO 


COORDINATED 


SUPPLIES 
THEY'RE MADE FOR EACH OTHER 


Chemically! 


Better reproductions! They’re automatic 
with Ditto Coordinated Supplies. Because 
all items in the Ditto Line are made for 
each other chemically. Used together, they 
produce better copies ... cleaner, clearer 
. . . Close-to-perfect reproductions at Jess 
cost. When ordering, specify Ditto—the 
Coordinated Line of Reproduction Sup- 
plies. You'll be glad you did! 


DITTO of Canada Ltd., Phone ADelaide 1084 


310 Spadina Ave., Toronto, Ont., Canada 


DITTO 


TRADE MARK REG. U. S. PAT. OFF. 


FOR GELATINE MACHINES... 


Rolls and Films—The standard 
of comparison in the industry. 
Fit any duplicator. Products of 
intensive chemical research 
and controlled manufacturing 
processes. 


Carbon—For brilliant copies. 
Soft for 100 to 125 copies; me- 
dinm for 75 to 100 copies. 
Colors—purple, blue, green 
and red. 


Ribbons, Pencils, Inks—Rib- 
bons for any typewriter, infour 
colors; also available half 
black record and half purple 
copying. Pencils in four colors. 
Leads for mechanical pencils. 
Inks in eight colors. 


Paper—Ditto Penortype A for 
originals—Ditto Longrun B or 
Duo-run for the copies. Give 
brighter copies, longer runs 
and perfect chemical coordina- 
tion with other supplies—at 
no price premium. 


FOR LIQUID MACHINES ... 


Fluid—Scientifically developed 
solvent. Is non-corrosive to 
metal machine parts, does not 
affect rubber rollers, is fast dry- 
ing and does not curl paper. 


, Carbon and Mastersets—Royalty 


for 350 and more intense 
copies; Dittmark for 150 to 
200 copies. Both Colorsealed 
to reduce carbon stain. Avail- 
able in purple, red, green, blue. 


Hand Cleaners—Cream or 
liquid. They quickly remove 
all dirt and stain, they're safe 
for the most sensitive skin, 
they leave a pleasant velvety 
after-feeling. 


Paper—Direct Process Master 
for originals; Direct Process B 
for finest copies possible; Duo- 
run for economical copies. 
Get the best and pay no more, 








